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TAX NEWS
By LOUISE A. SALLMANN, C.P.A., Oakland Chapter
About this time of the year, the tax­
payer begins to think of that precious thing 
called “a tax deduction.” One of the most 
controversial classification of deduction is 
“travel and entertainment.”
Although there has not been much change 
during 1958 in the treatment of travel and 
entertainment as far as the sole proprietor 
or partner, employer, is concerned, there 
have been a number of Revenue Rulings 
as well as Regulations issued for employees. 
In order to refresh our minds, however, let 
us review the areas usually explored by the 
Internal Revenue Service when it exam­
ines the sole proprietorship or partnership 
records.
As usual the “Ordinary and Necessary” 
test is applied. Then club dues are examined 
in order to determine whether the club 
facilities may be used for personal or family 
reasons as well as business. The Revenue 
Agent’s approach will be to consider such 
dues as 50% business and 50% personal. 
A greater business deduction may be ob­
tained if the taxpayer can prove that a 
larger percentage of expenditures made at 
the club were for business reasons. The 
club dues will be allocated on the same ratio 
as the expenditures.
Travel of the variety which is part busi­
ness and part personal is always subjected 
to close scrutiny. It is well to remember 
that transportation costs will only qualify 
for a business deduction if the greater por­
tion of the taxpayer’s time is spent in the 
pursuit of business at a particular location; 
otherwise, only actual expenditures for ho­
tel, meals and entertainment on those days 
actually spent in the conduct of business 
will be considered deductible. Expenses of 
the taxpayer’s wife will not be deductible if 
she contributes only minor business serv­
ices. However, remember that if husband 
and wife are travelling by air on a family 
plan, only her half-fare is a personal ex­
pense. Also if the difference between a 
single room and a double room rate is $3.00, 
then only this amount will be considered 
personal.
Current regulations and revenue rulings 
for employees have simplified the reporting 
and substantiation requirements for reim­
bursed expenses. No reporting or substan­
tiation is required for expenses for which 
an employee is required to account to his 
employer if:
1) his reimbursement equals his ex­
penses (mileage and per diem not in excess 
of 125% of the local Federal rate is 
acceptable)
2) his reimbursement is in excess of ex­
penses and that excess is included in in­
come and a statement to this effect is made 
in the return.
3) his expenses are in excess of the re­
imbursement and are not claimed as a de­
duction on the return, and the facts are 
stated in the return.
Reporting and substantiation will be re­
quired only if the taxpayer is not required 
to account or does not account to his em­
ployer; if the excess of expenses over re­
imbursement is claimed; or if the employee 
is related to his employer or owns 50% or 
more of the stock in the employer-corpo­
ration.
Reporting procedure on the return re­
quires a disclosure of all amounts received 
including amounts charged directly or in­
directly to the employer, nature of occupa­
tion, number of days away from home, 
amount of ordinary and necessary expenses 
paid (broken down into transportation, 
meals, lodging, entertainment and other 
business expenses). Approximations may be 
acceptable but not advisable because as be­
fore the burden of proof is on the taxpayer.
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